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FORWARD

This Municipa Credit Finance Handbook was developed as part of the United States
Agency for International Deveopment’ sMunicipa Finance Programinthe Czech Republicinajoint
activity with the members of the Finance Committee of the Union of Towns and Communities. The
Handbook provides a method that Czech municipdities can use to assess their debt carrying
capacity by usingfinancid performanceindicators. The Handbook also showshow to usearelated
computer mode to gpply the methodology to a specific municipdlity.

USAID assstance in the Czech Republic has supported the emerging municipa credit
finance sysem by working with the Czech Union of Towns and Communities, Parliament and
nationd minidries responsble for setting overdl policies, with private commercid banks interested
in lending to municipdities and with the municipdities seeking financing for priority invesment
projects. The assstance has included a Housing Guaranty (HG) loan and short-term technica
assistance.

The technical assistance provided directly to a number of Czech municipdities hasfocused
on assigting them in securing credit financing for priority infrastructure projects. In the process
USAID has sought to develop replicable successful modes of capital planning, infrastructure
Investment and debt management that can be shared with other Czech municipalities.

The methodology and the related computer model were developed under contract with
USAID by the Urban Indtitute of Washington, D.C. and Urban Research of Prague.
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SECTION 1: INTRODUCTION

Background

As part of the decentrdization enacted in 1990, responghility for municipa services, including
developing and operating loca infrastructure in the Czech Republic has been delegated to loca
governments. The new tax and intergovernmenta finance system implemented in 1993, reinforced
the trend toward grester local autonomy and responsibility by giving municipditiesashare of nationd
tax revenues to spend and invest according to decisions made entirely by local eected officids.
These changes have increased the importance of making sound financia decisonsat thelocd level.

Municipa officids face difficult chalenges in the management of loca finances. While resources
available to municipdities have grown since 1990, s0 too have the demands for new expenditures,
including capita improvementsto create or expand the infrastructure to provide better servicesand
to meet new environmenta standards. Faced with competing demandsfor scarce budget resources,
municipditieshaveturned progressively to the use of credit to finance priority infrastructure projects.
Loans offered on commercid terms by private the banks are becoming an important complement
to more traditiond state capital grants and subsidized loans. Learning how to make prudent use of
credit presents new chalenges that require new anaytical techniques. Municipdities must project
what they canredidicdly affordinfutureyears. They must comparethe cost and risks of dternative
drategies to finance capitd improvements. They must sdect the best gpproach and set the
corresponding investment priorities.

Purpose of the Handbook
This handbook documents an anaytica methodology to assist municipd officids in making sound

finandd management decisons regarding the use of credit to finance capitd improvements.  The
methodology addresses two basic questions.

C How much can amunicipdity borrow?
C  How much should amunicipdity borrow?
Brief Summary of the M ethodology
Thefirgt stepsin the methodology are to ca culate the current and projected net operating results of

amunicipdity. Thisisthe difference between recurring revenues and non-investment expenditures.
An operating surplusis the amount available to pay the maturing principa and interest paymentson
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new long-term debit. It determines the maximum amount amunicipdity can borrow. Refer to Section
2. Operating Surplus and Section 3: Base Case Projection for further discussion of this subject.

While the net operating surplus can provide information on how much amunicipdity can borrow,

amunicipdity must assesstherisksit facesto determine how muchitshould borrow. Thenext steps
in the methodology use an andysis of financid performance indicators to determine whether the
muniapdity isin astrong or wesk financia condition. Past and projected trendsin those indicators
can show whether that condition isimproving or deteriorating. The methodology then uses three
dternative scenarios, abase case, worst case and best case, to look at the impact of small changes
in the assumptions about future revenues and expenditures on the financia condition of the
municpdlity. All these dements taken together provide an assessment of the leve of risk. The
degree of risk can help a municipdity determine how much it should borrow. Generdly, a
muniapdity will want to borrow lessif therisks are high and moreif they arelow. Refer to Section
4: Indicators, Section 5: Risk Assessment and Section 6: Sengtivity Andyssfor further discusson
of the subject.

Figure 1 shows the sequence and reation of the various steps in the credit finance analyss
methodology.

A Note of Caution

The methodology documented in this handbook uses quantitative methods to look at the financia
gtuation of a municipdity. The results of the andyss do not and cannot provide a simple
mathematica answer to the difficult questions about how much a municipdity can and should
borrow. In the end, those answers must depend on the judgement of the members of the municipa
assembly who have the authority and the responsbility to approve aloan. What the proposed
methodology can do isto analyze and present data on the current and future financid condition of
the municipdity to assst the members of the assembly in the decison making process. The
respong bility for preparing such an analysisresdesin the mayor and hisfinancid management Saff.
This handbook is written primarily to assst them in meeting that responsibility.

The Related Computer M odel

The various geps of the credit finance anayss methodology require many cadculations using
extendve data taken from the financial results of a municipality. A related computer modd,
developed concurrently with the methodology, performs dl the necessary caculaions. The
computer model also prepares reports and graphs that can be used to view and present the results
of theandlysis. Use of the modd does not reguire extensive knowledge of computers. On-screen
input forms make it easy to enter dl data and assumptions required to run the model as well asto
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view the results. A menu provides accessto al operations, including dataentry, printing and every
step of the methodology.

The gandard version of the computer is available in either Czech or English language versions.
There ds0 is an expanded verson of the modd that operates Smultaneoudy in both Czech and
English. In that verson, the user can print dl the tables created by the model in both Czech and

English.
Requirements for using the computer model single language version:
An IBM PC compatible computer with a3.5" diskette drive

A hard disk drive with at least 3 MB of free space available
MS Exce Verson 5.0

A printer with graphics capability

The dud language version of the computer model runsonly from ahard disk drive. It requiresahard
disk drive with at least 5 MB of free gpace available.

Organization of this Handbook

There is an individua section of this handbook for each step of the methodology. The section
explains how to perform the ca culations and complete the anadlysis for each step and suggests how
to use the resullts. Each section dso includesingtructions on how to use the related computer model
to complete the step. The sections are asfollows:

- Section 2 Operating Surplus

- Section 3: Base Case Projection

- Section 4: Financid Performance Indicators

- Section 5: Risk Andysis

- Section 6: Sengtivity Andyss

- Section 7: Capitd Investment and Financing Plan

Finally, the handbook includes severd technica appendicesthat provide detailed information related
to the various steps in the methodol ogy, as follows:
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- Appendix 1: Recurring and Non-recurring Revenues
- Appendix 2: Computer Modd: Screens and Menus
- Appendix 3: Computer Modd: Printed Reports

- Appendix 4: Computer Modd: Advanced Functions



Municipal Credit Finance Analysis Handbook
5

Data on Actual Financial Results
of Municipality

Y

Calculate Net
Operating R&sults

Qh

Do not
Borrow

v

Prepare Base Calculate
_ Case Financial
qection * Indicators
Calculate How -
Much You Can
Borrow

Analysis * Analysis

Determine How Much
You Should

Borrow

v

Higher L ower
Loan « L evel of > Loan
Amounts Risk?

Amounts




Municipal Credit Finance Analysis Handbook
6

SECTION 2. OPERATING SURPLUS

Thissection describeshow amunicipaity can caculateitsnet operating results. Thisisdifferent than
the totd surplus or deficit which municipdities currently calculate, which looks a the difference
between dl revenues and dl expenditures. The net operating results look only at the difference
between non-investment (or operating) expenditures and recurring (or operating) revenues.

How to calculate the net operating results

The calculation uses the basic data included in the sandard municipa income and expense report
(form U0 1-12). This form includes al revenues and expenditures by line-item for any given year,
including budget and actud information. It shows investment and non-investment expenditures. It
showsthe source of dl revenues but it does not differentiate among them. The caculation of the net
operaing results requires a completely new agpproach which disaggregates tota revenues into
recurring and non-recurring revenues. The concept of recurring and non recurring revenuesiscritica
to the whole undergtanding of the methodology.

Recurring revenues are those that derive from an existing nationd law or municipa resolution that
provide a continuing flow of resources for the municipdity year after year. They include local
revenues, shared nationa taxesand recurring state operating subsidies. Non-recurring revenuesare
those that are authorized only for a specific year and may or may not provide resources for the
municipality in another year. They includeadl other revenues. Refer to Appendix 1 for a detailed
explanation of the calculation of recurring and non-recurring revenues.

Total expenditures aready are disaggregated in the W0 1-12 into investment and non-investment
expenditures. The net operating results are determined by subtracting the non-investment
(operating) expenditures from the recurring revenues.  Thiswill produce:

C A net operating surpluswhen recurring revenues are greater than operating expenditures

C A net operating deficit when operating expenditures are greater than recurring revenues
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How to calculate the oper ating sur plus using the computer mode.

Start the modd from Excd by sdecting the menu “File’ inthetop left of the screen. From that menu
sdect “Open.” Thefird time you use the mode go to the externd disk drive onyour computer that
uses “31/2" diskettes, sdlect thefile “Modd xIs” and press“OK.” Thiswill load the moddl.

Therewill beanew menu at the top right hand of the screen called “ Credit Modd.” Thisisthemain
menu from which you will make dl the choices to run the modd. Sdect the menu and then select
“Enter Data.” A screen will appear, as shown in Dialog 1 of Appendix 2. Y ou will need the U0 1-
12 and U0 3-02 for the most recent year for which there are actual resultsfor the entireyear. 1t also
is useful to enter datafor dl prior years up to and including 1993. Sdlect a year and the category
of data you want to enter. A data input form will gppear, as shown in Didog 2 in Appendix 2.
Repeat these ingtructions until you have completed entering al the datafor each year for categories.

I.A. Revenues and Other Sources of Funding
|.B. Operating Expenditures and Capitd Investments

If there is no amount to enter in afield, you may leave it blank or enter the number 0.

Once you have finished entering dl the data, press“Finish.” The modd will now caculate the net
operating results automatically. To view the results on screen go back to the main menu and sdlect
“View,” then sdect “Amount You Can Borrow.” A screen will appear, as shown in Didog 5,
Appendix 2. Atthispoaint, it will show only the net operating resultsfor the yearsfor which you have
entered data.  This same screen will show future net operating results at a later point in the
implementation of the methodology.

After you have worked with the model and entered your own data, you may want to save the model
under anew name, such asthe name of your municipdity. Inany future use of themodd, you would
then open that file. Thiswould preserve the base modd free of any dataand dlow you to useit to
conduct an andysisof other municipdities. To savethemodd under anew name select “ Save Data
Files As’ from the main menu and follow the indructions. Y ou aso may continue to use the name
“Mode .xls,” if you desre. If S0, sdlect “Save Data File’ from the main menu. Because the modedl
itsdf isalargefile, you will find it much eeser to save dl your files to your hard disk. Y ou should
save your data after completing each step of the methodology.
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How to usetheresults

Municipdlities that obtain aloan must provide for payment of the debt service resulting from the
maturing portion of the debt and interest on the remaining balance. Since the municipaity will be
meking debt service payments each year until it has repaid the loan fully, the conservative and
prudent gpproach isto plan on using only recurring revenuesto makethe payments. Remember that
recurring revenues are those that provide a continuing flow of resources for the municipadity year
after year.

A municipdity that has a current net operating deficit has no free recurring revenues available for
debt service. 1t should not consider entering into any new loansuntil it hastaken stepsto identify and
address the causes of the problem. A municipdity that has a current net operating surplus can
consder borrowing. The amount it can borrow, however, will depend not just on the operating
aurplusin the current year. The municipality must look as well at its future operating results, snce
the payment of debt service will extend severd years into the future. For this, it must prepare a
projection of itsrecurring revenues and non-investiment expenditures. The next section explainshow
to prepare and use such a projection.
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SECTION 3: BASE CASE PROJECTION

This section describes the “base casg” projection. This name will differentiate this projection from
the “bet” and “worst case” projections that are used in the sengtivity anadyss later in the
methodology. (See Section 6: Sensitivity Analyss) Because projections become less useful asthey
extend farther into the future, the base case covers only the next five years. Currently, that would
include the period until the year 2000.

How to Preparethe Projection

The projection begins with certain assumptions about the future behavior of recurring revenues and
non-operating expenditures. The assumptions are smple in concept. They state whether these
revenues and expenditures will grow or decrease and at whét rate. It isnot assmpleto determine
what assumptions to use.

There are severd techniques available to help prepare the assumptions. Looking at past years can
show how revenues and expenditures have been changing. These are cdlled trends. The fact that
the current system of municipa finances redly only began in 1993 and that it has suffered changes
every year 9nce then limits the usefulness of trends as the basis on which to project the future.
Another technique is to determine what causes revenues and expenditures to increase or decrease
and to base the projection on those factors. For example, certain expenditures, such as health
sarvices, grow when the population grows. Certain loca revenues, such as dog fees, may have
maximum amounts. If the municipdity aready is charging the maximum alowed, this revenue may
not grow at all.

When thereislittle knowledge and information on which to base the assumptions, it may be better
to use broad categories of revenues and expenditures. When in doubt, it o is better to use a
conservative assumption. Inthe case of the base case projection, aconservative assumption isone
that leads to lower revenue estimates and higher expenditure estimates.  This will tend to
underestimate the net operating results. It isthe most prudent gpproach on which to base the first
estimate about how much amunicipdity can borrow.

Fndly, many municipaities dready have debt service obligations. It is very important to include
these exact amounts in the projections.

Subtracting projected non-investment expendituresfrom projected recurring revenueswill show what
the net operating results will be in future years.
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How to use the computer model to prepare the base case projection.

First enter the additional datathat you will need to preparethe projection. Sdlect “ Enter Data’ from
the main menu. A datainput form will gppear, as shown in Didog 1 of Appendix 2. Y ou will need
the U0 1-12 and U0 3-02 for the most recent year for which there are actud resuilts for the entire
year. It dsoisuseful to enter datafor dl prior years up to and including 1993. Select a year and
the category of data you want to enter. A data input form will appear, as shown in Didog 3,
Appendix 2. Repeat these ingructions until you have completed entering dl the data for each year
for categories.

IV.A. Operating Expenses by Chapter
Future Debt Service on Existing Loans

If thereisno amount to enter in afield, you may leaveit blank or enter the number 0. Onceyou have
finished entering al the data, press “Finish.”

Now you need to enter the assumptionsthat the model will useto prepare the base case projection.
The computer moded assumesthat recurring revenueswill grow only dightly faster than the expected
rate of inflation. Thisisavery conservative assumption that shows recurring revenues growing a a
much dower pace than the trend for the period from 1993 to 1995. During that period recurring
revenues grew much fagter than the rate of inflation. Appendix 4 explains how to enter your own
revenue projections.

Y ou will need to enter your assumptions for non-investment expenditures. The computer model
dlowsyou to make separate projections of non-investment expendituresby chapter. Fromthemain
menusalect “Base Case,” then select “Modd Projections.” A datainput formwill gppear, asshown
in Didog 4 of Appendix 2. For each chapter, you need to decide whether to use “ current trends™
or “inflation” as the bagsfor projecting future expenditure levelsin that chapter. To helpyouinthis
process, you can view the trends for each chapter by pressing the button “View Trend Congtant”
next to any of the chapters. That will show you the actud and projected non-investment
expenditures per capita for that chapter in constant 1991 crowns, that is, without the effect of
inflation. Sdecting “trends’ will use these numbersin the base case projection. Sdecting “inflation”
will increase the vaue of the expendituresin the most recent year for which you have entered actud

The computer model uses the “trend” formula available in Excel. Thisformulareturns values along alinear trend. It fitsa
straight line using the method of least squares, where the formulaisY = Mx + B. Further analysis of the changesin municipal non-
investment expenditures may suggest the need for a different statistical method to compute the trends.
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data at the expected rate of inflation in future years. Appendix 4 explains how to enter your own
expenditure projections.

When you have finished entering the assumptions, press“OK”. The mode automaticaly prepares

the projection to the year 2000. To view the results on screen sdlect “View” from the main menu
and then “Amount Y ou Can Borrow.” A screen will gppear asin Dialog 5, Appendix 2. To print
the results select “ Print Reports’ from the menu. Then select “Base Case” from among the choices.

How to Usethe Results

Asin the prior step, aprojected operating deficit in any of the years suggests the need to postpone
any borrowing until the municipdity hasidentified and addressed the causes of the problem. If the
current and al future years show a net operating surplus, then amunicipdity can consder entering
into aloan. The smdlest surplus in any of the years will determine the maximum amount the
munidpality can count on to pay debt service at a congtant level during the entire period of the
projection. A useful way to express this amount is as apercent of recurring revenues. That is, the
projected maximum debt serviceis estimated to be 5% or 10% or 15% of recurring revenues. This
isthe “debt service ratio” which is used often to describe how much a municipality can or should
borrow. Section 4: Indicators shows how to use this and other ratios as part of a credit finance
andyss.

If the municipality knows at what interest rate and for how many yearsit can borrow, it can convert
the projected debt service amount to aloan amount. That will show how much the municipdity can
borrow.

How to calculate the amount the municipality can borrow using the computer modd.

To cdculate how much you can borrow, sdect“View” from the main menu then“Amount Y ou Can
Borrow.” A datainput screen will appear asshown in Didog 5 of Appendix 2. 1t will dready show
the amount of the smallest surplus in any of the years of the base case projection. Enter your

assumptions about the interest rate and number of years for which you can obtain aloan. Press
“Cdculate” The screen will show the amount of the loan. Thisis the esimate of how much the
muniapdity can borrow. By changing the assumptions about interest rate and number of yearsand
pressing “Caculate,” you can see effect of these changes on the amount you can borrow.
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SECTION 4: INDICATORS

This section explains briefly the concept and structure of the financia performance indicators used
inthe credit finance analys s methodol ogy to help determine how much amunicipdity should borrow.

Indicators expressthefinancid information of amunicipality asaretio or percent obtained by dividing
one set of financia data by another. For example, an indicator can express net operating results as
apercent of recurring revenues. Section 3 mentioned the debt serviceratio that looks at payments
onloans as apercent of recurring revenues. Assuch, indicators are a useful tool for comparing the
financid information of one municipdity from more than one year. Indicators also make it possble
to compare the performance of one municipaity with that of ancther. It is this ability to provide a
comparison of results over time or among more than one municipaity that makes performance
indicators so vauable as afinancid andysistoal.

A benchmark is atarget of performance which is used to interpret indicators. It helps determine
whether the particular vaue of an indicator in a specific municipdity shows strong or wesk
performance. A benchmark is based typicaly on an industry standard or in absence of a standard,
on proven historical trends or comparative data.

How to Calculatethe Indicators

The indicators used in the municipa credit finance anadys's methodology are grouped into seven
categoriesthat ook at revenues, expenditures, net operating results, actua to budget results, relative
growth, annua debt service and liquidity and outstanding debt. The calculation of these indicators
uses the basic data included in the standard municipa income and expense and balance sheet
reports. It dso relieson additiona non-financid informetion, including the population of amunicipdity
and the number of municipal employees. Theactud computation of eachindicator issmple. Inmost
cases it involves the divison of one number by another. The only difficulty derives from the large
number of indicators that the credit finance andys's methodology employs. Over time, experience
will show which of theseindicators are most valuable in andyzing the present and projected financid
condition and debt position of a municipaity. This will make it possible to reduce the number of
indicators used in the methodol ogy.
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How to calculate the indicator susing the computer modd.

If you have completed the prior sections, the modd aready has most of the datait usesto caculate
the financid performanceindicators. If you have not completed those steps, refer to theingtructions
on entering datain Sections 2. and 3.

To enter theremaining dataused in caculating theindicators, select “ Enter Data” A datainput form

will appear as shown in Dialog 1, Appendix 2. Sdlect “1.D. Other Non-Financia Data” At this
time, you will only need to enter the information on the population of the municipality and on the
number of municipal employees. When you have entered thisinformation, press“Finish.” Themodd
will calculate the indicators automaticaly. Y ou cannot view the indicators on screen. To see the
vaues of dl the indicatorsfor your municipaity, select “ Print Reports’ from the main menu and then
sdect “Financid Performance Indicators.”

How to Use the Results

Each category of indicators provides specific ingghts into a different aspect of the finances of a
munidpdlity. The anadlyss of the indicators highlights the strengths and weeknesses of the
municipdlity. It dso helpsto understand the extent to which the municipaity can manageitsfinances
over time to maintain a sound financia condition.

Revenues These indicators are desgned to assst in understanding the Structure of revenues in
generd and especidly of recurring revenues which are so important to the analysis of how much a
municpdity can borrow. How do recurring revenues compareto tota revenues? Whichisthemost
important source of recurring revenues? Do what extent doesthe municipdity rely on revenuesthat
it recaives from the nationd government? A key issue isto what extent the municipdity has control
over the future level of recurring revenues. The municipaity depends on decisons made by the
National Parliament to determine what revenuesit will receive from shared nationa tax revenues or
statesubsdies. If alarge share of recurring revenuesfdl in thesetwo categories, the municipdity has
relatively little control over its future recurring revenues. The mere fact of depending on decisons
made by others becomes an dement of risk.

Expenditures Theseindicatorslook at the rdativeimportance of operating versus capital investment
expenditures. They aso look at the behavior of expenditures relative to the size of the loca
population and to the number of municipad employees. Findly, they adso look at the nature of the
organizations that actualy incur the expenditures. Together they provide an understanding of the



Municipal Credit Finance Analysis Handbook
15

changing nature of the expenditures, of their growth and of the trends in the role of budgetary,
contributory and other organizations. Many indicatorsin this category are decriptive, that is, they
do not help measure performance or levels of risk. At this point, the critical issues are the degree
to which the municipdity relies on contributory organizationsto deliver services. Theassumptionis
that thereisless control over expenditures of such organizations and hence higher risk. Eventudly,
as more compardtive data becomes available, it will be possible as well to measure the relative
efficiency of the operating expenditures of amunicipdity.

Net Operating Results Sections 2 and 3 explained the concept of net operating results and showed
how it can help answer the question about how much amunicipality can borrow. These are among
the most basic indicators. They look at the extent to which recurring revenues match recurring
expenditures. The surplus of revenues over expenditures is the amount available to fund new
expenditures including new debt service, whichisfundamenta to answering the question how much
amunicipdity can borrow. These indicators help provide an understanding of the trends in net
operating results and on the degree to which they depend on the different sources of recurring
revenues.

Actud to Budget Theseindicatorslook at theratio of theinitial and final budget projectionsto actua
results. They are designed to analyze the degree of accuracy of budgets. They recognize that
municipa budgeting practices currently involve severa budget revisons during afiscal year. They
alsolook at the ability of the municipdity to prepare an accurate budget early intheyear. Overtime,
it will become harder to control thelevel of operating expendituresfrom year toyear. Theunderlying
cost components will become less discretional.  Structura expenses, such as the payroll and debt
sarvice, which are more difficult to reduce, will become a larger pat of overdl operating
expenditures. At that point, the ability to prepare an accurate budget early in the year will become
critical to thefinancia success of the municipality. Together, theindicators hel p understand how well
a municipdity can plan and manage its finances which is criticd to the financid success of the
municipdlity over time.

Rdaive Growth These indicators ook at how the change in revenues compares to the change in
expenditures over time. The fact that amunicipdity has an operating surplus or deficit in one year
does not necessarily indicate what will hgppeninthefuture. Theseindicatorsasolook at therelative
importance of expenditures made through budgetary and contributory organizations. Which is
growing fagter? Thekey question iswhether the growth of operating expendituresis matched by the
growthin recurring revenues. Faster growing expenditureswill eventudly lead to adeficit, particularly
if revenue growth decreases. Conversely, faster revenue growth will generate or maintain a future
aurplus.
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Debt Service These are the classic indicators to monitor debt and the ability of a municipdity to
meset its debt service obligations. Annual debt service refers to the resources accumulated to pay
the maturing debt principd and interest. The indicators are most useful when used in conjunction
withal the preceding indicators. The lower the percentage of debt serviceto recurring revenuesand
current assets such as cash, the better. Conversaly, the higher theratio of debt service to revenues
and current assets, the greater the burden to the municipality of meeting the payments on its
outstanding loans. A municipdity with lower risk levels and stronger performance in the other
categories, such as net operating results and structure or recurring revenues, probably can afford
higher levels of debt service.

Liquidity and Outstanding Debt Theanaysisof indicatorsof liquidity looksat the neture and amount
of resources immediately available to a municipdity to meet its current obligetions, including debt
sarvice. The analysis of outstanding debt looks at the structure and amount of long-term debt
liabilities, those greater than one year. Both rely on data from the balance sheet (U0 3-02). While
the credit finance methodology includes both sets of indicators, currently they are of limited use
because the data from municipal balance sheets has not proven to be as consistent and reliable as
the data from income and expense statements. These data deficiencies impair the use of key
indicators of liquidity and of the debt position of municipdities. These are basic indicators.
Municipditieswill not have a complete understanding of their debt carrying capacity until the issue
is addressed.

A Note of Caution

In the Czech Republic, currently there are no benchmarks based on several years of dataand on a
broad profile of Czech municipdities. In part thisreflectsthelimited number of referenceyears. The
base year for any andyssof municipa financesin the Czech Republic would have to be 1993, when
the new system of intergovernmentd transferswasinitialy implemented. Conditions have continued
to change since 1993. Thislimits the use of trends to andyze and interpret the change in financid
condition of agiven municipaity. Another limitation in the use of indicators is the smal number of
municipdities for which the vdue of the variousindicators have been cdculated. Without accessto
a common data base there is no smple, practical way to look at the finances of over 6,500
municipdities. The proposed municipa credit finance anays's methodology will not be fully useful
until there are benchmarks based on longer historica periods and broader comparative data. For
now, the modd relies on tentative benchmarks, as described in this section. Thisisonly aninterim
solution at best.
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SECTION 5: RISK ASSESSMENT

This section explains how amunicipality can use the financia performance indicators to assess the
risksit confronts in managing its future financid condition and debt position. The questions of risk
look at internal and externd factors. Those that are internal deal with the degree to which the
municipality has shown that it has the ability to plan and manage its revenues and expenditures to
generate a consstent operating surplus.  The externd factors dedl with the degree to which the
municipdity is subject to decisions that are outside its control that can affect its future financia
condition. Theleve of risk that amunicipaity confrontsis one of two dementsthat the credit finance
andys's methodol ogy uses to determine how much amunicipdity should borrow. The other isthe
sengitivity analyss described in Section 6.

How to Prepare a Risk Assessment

Thefirst gep in therisk assessment isto determinethe current financia condition of the municipality.

Thisiscdled thestatus of the indicators in the methodology. For each of the key indicators, there
is a tentative benchmark. By comparing the value of the indicator againgt that benchmark, a
municipality can assess whether its current Satusis strong, acceptable or weak. For example, one
of the indicators looks &t the ratio of operating expendituresto recurring revenues. If theratioina
particular municipdity islessthan .95, thisis consdered srong. Morethan 1.00isweak. Anything
in between is acceptable. For severd of the indicators there is no current benchmark for the
reasons explained in the Note of Caution at the end of Section 4. This means that there is not
enough information available to assess the Satus of thet indicator at thistime. Thiswill change as
thereis better and more extensive comparative data among municipdities.

The second step in the risk assessment looks at the trends in the indicators of a municipdity over
severa years. Currently, thereissufficient datato calculatetheindicatorsfor 1993, 1994 and 1995.
Prior yearsare not relevant to the current financid redlity of municipdities. Basicdly, thisassessment
looks &t either the value or the score for any given indicator over these three years to determine if
the Situation isimproving, stable or deteriorating.

Thefind sep in the risk assessment is to combine the status and trend scores to form a judgement
of theleve of risk. Thisisexpressed as high or low risk. Thus, for each indicator there are three
(3) scores:

- Status. Strong (S), Acceptable (A), Weak (W)
- Trend: Improving (1), Deteriorating (D), Stable (S)
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- Risk: High, Watch, Acceptable, Low

How to perform therisk assessment using the computer model

If you have completed dl the ingructions on the use of the mode described in Sections 2., 3. and
4. you have dl theinformation you need to prepare the risk assessment. Themodd hasdonedl the
cdculations and the scoring for you. Sdlect "View", then “Risk Assessment” from the main menu.
A screen will appear, as shown in the form of Didog 6 of Appendix 2. This screen includes the
eighteen (18) mogt critica indicators, grouped into three categoriesthat measuretherisk related to
revenues, expenditures and debt. The screen shows the value of each indicator for the two most
recent years for which you have provided actua data (currently 1994 and 1995). It dso showsthe
corresponding scores for Satus, Trend and Risk for each indicator. To seethe overdl score for
Risk in each of the three categories, that is revenues, expenditures and debt, select a category from
the window at the top left of the screen. Pressing the button “Legend” at the bottom left of the
screen will provide a written explanation of the indicators in the category you have sdlected. After
youfinish viewing the Risk Assessment for current years, pressthe button “ Projected” at the bottom
of the screento view the same andlysisfor the last two years of your projection (currently 1999 and
2000). Press"Actud" to return to the prior screen. Press"Finish” when you are done. The model
uses tentative benchmarks to prepare the risk assessment. Appendix 4 explains how to enter your
own benchmarks.

To print acopy of the report, select “Print Reports’ from themain menu, then “Risk Assessment.”

How to Use the Results

Inorder to interpret the results, you need to see the scores from the previous section on gtatus, trend
and risk. Let uslook at some examples. Strong status results and improving trend results is the
lowest risk category. Low risk means the municipaity may wish to borrow the total amount or
subgtantialy the amount thet it can borrow from the net operating results andysisin Section 3 of this
manud. On the other hand, weak status results and deteriorating trend results represent the highest
risk category resulting in the conclusion that the municipality should borrow far less of that amount.
There are may scenarios which the municipdity may faceinduding of which the risk assessment will
range between high and low. For example:
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Status
Strong

Strong
Strong
Acceptable
Acceptable
Acceptable
Weak
Weak
Weak

Trend

Improving
Sable
Deteriorating

Improving
Sable

Deteriorating
Improving
Sable
Deteriorating

Risk
Lowest
Low

Acceptable
Acceptable
Acceptable
Watch
Watch
High
Highest

Should Borrow?
Most

More

Somewhat Less
Somewhat Less
Somewhat Less
Condderably Less
Condderably Less
Least

Least/ Do Not Borrow

Any given municipdity will score better on some indicators than on others. Municipd officials need
to look a the sum of results of the risk assessment to form aglobd judgement about how much the
municipality should borrow.
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SECTION 6: SENSITIVITY ANALYS'S

This section explains how to perform a sengtivity andysisto look at the impact of new revenue and
expenditure assumptions on the net operating results caculated aspart of the Best Case Projection
prepared in Section 3. 1n the Base Case, you made some assumptions about the future. 'Y ou may
have felt that you were being too optimistic or too pessmigtic. Thisandysis alows you to look a
aseries of “what if” scenarios in which you vary those assumptions. The results of the sengtivity
andyss are the find sep in determining how much the municipdity should borrow.

How to preparethe sengtivity analysis

The first step is to prepare a best case projection. This is the one in which you use the most
optimidtic assumptions about the future. This may include more aggressive revenue assumptions
and/or more conservative spending patterns. The most practica way to think of thisisto express
futurerevenues and expenditures as apercent of those you estimated in the base case. For example,
you could express revenues as 105% of base case revenues and expenditures as 90% of base case
expenditures. Thiswould produce a scenario in which future net operating results are higher.

The next step isto prepare aworst case scenario. Thisis the most pessmistic set of assumptions
that may include more aggressive expenditure assumptions and/or more conservative revenue
patterns. For example, you can estimate revenues at 95% of the base case and expenditures a
103% of the base case. This scenario should produce the lowest future net operating results.

The most useful senstivity analyss will the one the rdies on rdaively smal changes in the
assumptions for both the best case and worst case scenarios.

How to use the computer model to preparethe sengtivity analysis

If you aready prepared the base case projection as described in Section 3., you can now proceed
to the sengtivity anadlysis. Fird sdect “Best Case” from the main menu. A data input screen
appears, as shown in Dialog 7 of Appendix 2. Next to each of the categories that appear in this

screen, enter apercent that shows by how much you want to change the base case assumptionsfor
that category. If youwant to retain the base case estimates use 100%. If you want to increase the
base case estimates, use a number higher than 100%. For example, 103% will increase the base
case estimatesfor that category by 3%. If you want to decreasethe base case estimates use avaue
lower than 100%. For example, 90% will decrease the base case estimates by 10%. Inthe case
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of the best case projection you will want to increase the revenue assumptions and decrease the
expenditure assumptions. When you are finished enter “OK.”

Now sdect “Worst Casg’ from the main menu. A data input screen appears, as shown in Didog
8 of Appendix 2. Notethat itisidenticd in form to the one used in preparing the best case. Enter
your revised assumptions following the same principles as in the best case. Anything over 100%
increases the base case estimates. Anything lessthan 100% decreasesthose estimates. In the case
of the worst case projection you will want to decrease the revenue projections and increase the
expenditure projections. When you are finished enter “OK.”

To view the results on screen, sdect “View” from the main menu. There are two views you can
sdect. Sdect “Sengtivity Andyss: Amount Y ou Can Borrow.” A screen will gppear, asshown in
Didog9(a), Appendix 2. Thiswill show you theimpact of the”Best” and “Worst Case” scenarios
on how you can borrow. Sdect “Sengtivity Andyss. Operating Surplus” A screen will appear,
as shown in Didog 9(b), Appendix 2. Thiswill show you the impact of the “Best” and “Worst
Case’ scenarios on the operating surplus. To see a printed report, select “ Print Reports’ from the
main menu and then select “Base Case,” “Best Casg” and “Worst Case” Y ou aso can view the
resultsin the form of agraph. Sdect “Print Reports’ from the main menu, then “ Base Case Graph,”
“Best Case Graph” and “Worst Case Graph.”

How to Use the Results

The sengtivity andyds dlows a municipdity to view the extent to which changes in revenue and
expenditure assumptions impact its financid condition. It dlowsamunicipality to seehow adight
change in one or more of the assumptions from the base case scenario can impact the financid
condition and affect the net operating resultsin Section 3 or the risk assessment in Section 5. Asa
generd rule, the more sengitivity to change, the higher the risk to borrow; conversdly the less
sengitivity to change, the lower the risk to borrow.

For example arevenue growth change of .95 of the base case projection may mean a significant
reductionin revenuesthat reduces drameticaly the net operating resultsin Section 3 and/or changes
the risk assessment in Section 5 from Low to High. This would represent a sign to the community
to be very consarvative in determining how much it should borrow. Conversely, the same .95 of
the base case revenue assumption may not materidly change the results of the net operating results
nor therisk assessment. Thusthe municipaity may condudethat the sengitivity islow and thusit may
be more aggressve in deciding how much it should borrow.
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SECTION 7: CAPITAL INVESTMENT AND FINANCING PLAN

This section explains how amunicipdity can combine the answvers to the questions on how much it
can and should borrow to andlyze its capital investment and financing options.  While resources
available to municipalities have grown since 1990, so too have the demands for new capita
improvements to create or expand the infrastructure to provide better services and to meet new
environmenta standards. Financia resources available from own sources, such asthe sale of assts,
and from externa sources, such as state capita grants and subsidized loans, may not be sufficient
to cover the full cost of dl planned capitd improvementsin amunicipdity. This difference between
the resources avallable to the municipdity and the full cost of planned capita improvements
determines how much amunicipaity needs to borrow from private the banks on commercia terms.

Municipdities must compare the cost and risks of dternative srategies to finance capita
improvements with theimportance and priority of specific capital improvement projects. They must
select the best approach and set the corresponding investment priorities. Theend result isa Capita
Investment and Financing Plan.

How to analyze capital investment and financing options

Thefirg stepisto conduct acomplete andysis of the meritsof individua projects. Thereare severa
techniques and gpproachesthat amunicipdity can usein thisprocess. They include economic, socid
and environmenta andyses that ook at the merits of the project in the broader context. A financia
andyss will show to what extent the project could be self-financing. If dl or part of the cost of
operating and financing a project can be repaid from the revenues generated by the project itsdlf,
then the municipality may not need to provide as much, if any, financing for project operating and
capital costs from its own budget. A technica andyss may show that the design modifications can
lower the cost of the project. It is beyond the scope and purpose of this Handbook to review and
discuss these techniques. The important point is that before considering a project, a municipality
should congder dl the factors included in these various types of andyss. This need not be
complicated or expensve. Sometimes, amunicipaity may gain vauable insghts amply by asking
the right questions about a project before making afind decision to proceed.

The next step is to look at the various projects together. The analysis must span severd years.
From the prior analyses, the municipdity will know the total cost of the projects and the portion of
those cogtsthat it must finance from its budget. Usudly, the congtruction of the projectswill extend
over morethan oneyear. They may require funding from more than one budget year. Inthelikely
event that the totd combined cost of the projects exceeds what the municipdity can afford, the
municipaity will need to decide which projectsare moreimportant. Failuretolook at al theprojects
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together over a span of years, may result inlack of funding for projects aready under construction.
Or, it may force the municipdity to defer ardativey more important project in order to complete
the congtruction of alessimportant project initiated in prior years. The most efficient and effective
approachisto develop amulti-year capital investment and financing plan. The current year portion
of that plan can be incorporated in the budget of the municpality.

How to use the computer model to analyze capital investment and financing options

At thispoint you aready have someideaof how you can and should borrow. The modd alowsyou
to test these conclusions againg the actud investments you would like to finance from your budget.

Y ou may aso want to see what the results are if you include other resources, such as state capita
invesment subsidies. Findly, you may want to include actud loan amounts, including both sate
subsdized loans and loans on market terms from commercia banks. The computer modd dlows
you to add these assumptions and to see how they affect the resultsin al three projections - base,
best and worst cases. Themode aso will show you whether you have sufficient resources available
to cover thefull cost of dl your capital improvement projects. By changing the various assumptions,
you can quickly and easly consder different options regarding tota investment costs and sources
of financing. Thisisthe find andys's before making a definitive decison about borrowing.

Select “Investment Assumptions’ from the main menu. This provides three choices. Selecting
“Subsdies’ takes to you adata input screen as shown in Didlog 10 of Appendix 2. Y ou can enter
the amount for state capitd investment grants and subsidized loans in any of the five years of the
projectionupto atota of ten grantsand ten subsidized loans over theentire period. If you enter any
loans, dso enter the amount of any loan repayments that would fal between 1996 and 2000. With
the grace period offered on subsidized |oans, there may be no paymentsat al that come due before
2000. When you arefinished, enter “OK.”

Now select “Loans’ which takes you to adata input screen as shown in Dialog 11 of Appendix 2.
Here you will enter assumptions about commercid loans. Y ou can enter up to two different loans
inany of the five years of the projection for atotal of up to ten commercid loans over the entire
period. Do not enter assumptionsfor more than two loansfor the sameyear. For each loanindicate
the interest rate, the number of yearsto repay theloan, any grace period on the payment of principa
and any baloon payments. Also indicate how you will be paying, either in equd ingtalments of
principd and interest or in equa ingalments of principa with declining payments of interest. You
can use different assumptions for each loan. When you are finished, enter “OK.”
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Now sdlect “Projects’ which takes you to adata input screen as shown in Dialog 12 of Appendix
2. Hereyou will enter assumptions about the total cost of each of ten projects that you will finance
with the proceeds from the grants and loans. For each project, select one of five categories:
“Water/Waste Water,” “Energy/Heating,” “Roads/Trangportation,” “Housing,” or “Other” if the
project does not fit one of the previous four categories. Enter aswell the total cost and the annual
investments. Also indicate the portion of the total cost that you will finance from the budget of the
municipdity. The modd will congder only the percent of the cogt attributable to the municpdity.
When you are finished, enter “OK.”

To view theimpact of these new assumptionson screen, select “View” from the main menu and then
sdlect “Capitd Investment Andyss.” A screen will appear, as shown in Didog 13, Appendix 2.
It shows the tota resources available in your budget by year to finance capitd improvements, the
total cost of investments by year and the overdl surplus or deficit. When you are finished, press
"OK." By pressng the button “Detail” under “ Other Non-recurring Revenues’ you can view the
sources of these revenues, including: Loar/Bond Proceeds, Property Sdesand Other. By pressing
the button “Detail” under “Tota Investments in Infrastructure Projects” you can view the annua
invesment by each of the five categories of projects - Water/Waste Water, Energy/Heating,
Roads/Trangportation, Housing or Other.

To see aprinted report, select “Print Reports’ from the main menu and then sdlect “Base Case”
“Best Casg” and “Worst Case” Y ou aso can view theresultsin theform of agraph. Sdlect “Print
Reports’ from the main menu, then “Base Case Graph,” “Best Case Graph” and “Worst Case
Graph.”

How to usetheresults

The andysis of capita investment and financing options will not provide asingle, correct version of
the multi-year capitd investment and financing plan. Some choicesmay be obligatory. For example,
the municipaity may learn that it Smply cannot afford al the projects it had been planning. 1t must
postpone one or more projects. There also will be many viable dternative scenarios. Generdly,
these will involve situationsin which one set of variables, such astota leve of borrowing and related
risk, affect and are affected by another set of variables, such asthetotd level of capita investments.
For example, one scenario might involve higher levels of borrowing and risk to ensure financing for
al proposed projects. Another may be the reverse, with lower levels of borrowing and risk & the
expense of one or more of the proposed projects.
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These dtuations in which higher levels of one variable mean lower levels of another are called
tradeoffs. The two prior scenarios show the tradeoff between borrowing risk and tota investment.

Other tradeoffs include non-investment (operating) expenditures versus invesment (capitd)
expenditures. For example, the municipdity might decide to spend less on culture or recregtion
services and more on expanding waste water collection and trestment facilities.

The choice among tradeoffsis not easy. The factors affecting the choice may be highly subjective.
How much risk is too much risk? What is the relative importance of non-investment(operating)
expenditures versusinvestment (capital) expenditures. The methodology described in this Handbook
canhdptoidentify theissuesand choicesin factud terms. It doesnot identify asingle"best” choice.
Once the municipality has identified the various viable scenarios and the related tradeoffs usng this
methodology, it should provide an opportunity for the citizens of the community to express their
views. Eventudly, the Municipd Assembly must make the find decison regarding the capita
improvement and financing plan. Public involvement and participation will build support for that plan.
It dso will strengthen local democrecy.
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APPENDIX 1
RECURRING AND NON RECURRING REVENUES

Critical to the understanding of the methodol ogy and the model isacomprehension of how recurring
and non-recurring revenues are caculated. The objective of this gppendix isto provide a detailed
explanation of that caculation.

The calculation uses mostly datadready availableinthe U0 1-12 report. This report contains both
revenue and expense data. The appendix usesonly the revenue portion (Section 111) of the U0 1-12.
The description below includes the reference to line in which the datais recorded in the U0 1-12 so
that you can refer to the gppropriate section and lines of that report.

Recurring revenues include dl or part of the revenues reported in the following categories:

Own Budgetary
ltems 21
Items 24

The following sections explain the recurring revenue portions of each of these categories

Own Budgetary

Own budgetary revenues totals are reported on line 105 of U0 1-12. The detailsarereported onlines80
through 104, including the grouping of Items 12, 14, 15, and 18. All own budgetary revenuesare classified
as recurring revenues. It represents the sum of al own budgetary revenues as reported on line 105 of U0
1-12.

[tems 21

ltems 21 consist of many different revenueitems. Thetotd isreported on line 131 of the U0 1-12. All the
itemsin this category are recurring revenues, except theitemsin lines 114, 116, 120 and 130. Therefore,
to caculate this portion of recurring revenues subtract the vaueinthoselinesfromthetotd inline 131, as
follows

Description U0 1-12 Line Number
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Tota grouping of items 21 131
Less
State insurance 114
Property sales 116
Other random revenues 120
Gifts 130
[tems 24

The groupings of Items 24 include various subsidies and transfers. Thetotal of grouping of Items 24 is
reported on line 152 and the detailed subsidies and transfers are reported on lines 141 through line 151
of the W0 1-12. Within this grouping, only line 142, Total Subsidies, is classified as recurring revenues.
The other lines are classified as non recurring. Not dl the Tota Subsidies are recurring revenues. To
complete the caculation, you need to obtain the investment portion of thisline item from your accounting
records, since that number is not reported separately in the U0 1-12. Subtract that number from the total
inline 142. Theremainder is the recurring revenue portion of Tota Subsdies.
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COMPUTER MODEL: PRINTED REPORTS



APPENDIX 4
COMPUTER MODEL: ADVANCED FUNCTIONS
This appendix describes savera functions of the computer modd that are not described in the main body
of the Handbook. These featuresfal into two categories.
- Those that provide additiona information or indghts to the user
- Those that provide greater flexibility and control to the user

Some of these features are not accessible through the credit model menu. They require greater skillsin
operating an Exce soreadshect. Other features require information that is not readily available in the
standard municipal budget and balance sheet reports. The user must have the ability to develop that
information outside the modd.

Additional information

How to view the Base, Best and Worst Case projectionsin constant 1991 crowns

The modd dready includes data on the inflation rate in the Czech Republic from 1991 to 1995. It dso
includes estimates of futureinflation to the year 2000. Inflation sometimes makesit difficult to andyzeand
understand financid information. Did revenues grow fast enough to offset the increase in codts due to
inflation? Have expenditures grown smply because of inflation or isit costing me moreto provide services

today than in the past? The modd provides a quick way to convert al the data that appearsin the Base,
Best and Worst Case projections to constant 1991 crowns. To do this, the user must moveto cell 0319
inthefirst worksheet ("Worksheet English”), typeintheletter Y and press F9 to reca cul ate the workshet.
At this point dl the results in the mode will be in constant 1991 crowns. This includes dl the results
ble through "View" inthemain menu aswell dl the printed reportsand graphs. To revert to current
crowns, move to cell 0319 again, typein the letter N and press FO.




Flexibility and Control

How to input your own revenue and expenditure assumptionsfor the Base Case
The mode includes the following built in assumptions about revenues that it uses in the Base Case:

—  Recurring revenues, including nationd taxes, state subsidies and own revenues, increase by 3% in
red termsin 1996, 2% in 1997 and 1% from 1998 to 2000.

Non-recurring operating revenues are set to zero from 1996 to 2000

Non-recurring capita revenues, including proceeds from the sale of assets, aso are set to zero from
1996 to 2000, except "loan and bond proceeds’ which include the principa from any commercid
or dtate subsdized loans included in the investment assumptions and except "other non-recurring
revenues' which include the proceeds from any state capital grants included in the investment
assumptions.

The user can override the built-in assumptionsin any of these categories, as follows:

Recurring revenues. From the main menu, select "Base Case," then “ Own Revenue Projections.” A
screen gppears, as shown in Didlog 14 of Appendix 2. Sdlect the year for which you want to enter
dataand press“Enter.” A dataentry screen gppearsin theform of Dialog 15 of Appendix 2. Enter
your own projections for any category of revenues. You do not need to enter projections for al
yearsin any given category. Y ou do not need to enter projectionsfor al categoriesof revenues. The
modd will use your own projections when available. It will revert to the built-in assumptionsin any
year or in any category in which you did not provide dternative figures. In the case of "other non-
recurring revenues' it will add the proceeds of any state capital grants included in the investment
assumptions to any new figuresyou input through thismethod. To view the effect of the new revenue
projections you have provided, sdect any of the optionsin the “View” menu and at the didog box
select “Own Revenues” then"OK". At thispoint al theresultsin the mode will reflect your revenue
projections. Thisincludes al the results accessible through "View" in the main menu aswell dl the
printed reports and graphs.

Operating Expenditures.  From the main menu, sdect "Base Case)" then “Own Expenditure
Projections.” A screen gppears, asshownin Didog 15 of Appendix 2. Select theyear for which you
want to enter data and press “Enter.” A data entry screen gppears in the form of Dialog 16 of
Appendix 2. Enter your own projectionsfor any chapter of operating expenditures. Do not include
investment expenditures. If you enter datafor Budgetary Organizationsin any given chapter you dso
mugt include data in that chapter for Contributory and Other Organizations. Y ou do not need to




enter projections for dl years in any given chapter. You do not need to enter projections for dl
chapters. The modd will use your own projections when available. 1t will revert to the built-in
assumptionsin any year or in any chapter in which you did not provide dternative figures. To view
the effect of the new operating expenditure projectionsyou have provided,, select any of the options
inthe“View” menu and a the didog box sdect “ Own Expenditures,” then "OK". At thispoint all
the resultsinthemode will reflect your operating expenditure projections. Thisincludesal theresults
accessible through "View" in the main menu as well al the printed reports and graphs.

How to input your own benchmarksfor the Risk Assessment

Themodd uses certain built-in benchmarksto caculatetheStatus, Trend and Risk for eachindicator using
the actud or projected Base Case financial datain the modd. In the prior instructions, you learned how
to input your own revenue and operating expenditures. You aso can replace any or dl of the modd's
benchmarks with your own.

From the main menu, sdect "Benchmarks." A data input screen appears, as shown in Didog 17 of
Appendix 2. Enter your own benchmark for any indicator. You must include both the "Strong" and
"Weak" vaue for that indicator. 'Y ou do not need to enter benchmarksfor al indicators. The modd will
use your own benchmarks when available. It will revert to the built-in benchmark for any indicator for

which you did not provide dternative figures. Pressing the button “Notes” will cal up atext screen as
shown in Dialog 18 of Appendix 2. This screenincludes abrief description of what isincluded in each of
the categories of benchmarks. To view the effect of the new benchmarksyou have provided fromthemain
menu select "View", then "Risk Assessment.” Next select "Own" in the dialog window “ Benchmarks” At
this point, the results of the risk assessment will reflect the effect of any new benchmarks you provided.

Checking for problemswith the data you have entered

Findly, the modd will help you check that dl the data you have provided is consstent. After you input
information on revenues, expenditures or expenditures by chapter, the modd will verify that the sum of the
individud entriesis equd to thetotd in any of the three cases. For example, the moddl comparesthe sum
of revenues by category with Total Revenues - Actual Year End (line 25 of U0 1-12). If it is not equd,
an error message will appear after you press“Closg’ in the main“ Enter Data’ dialog sheet. Didog 19 of
Appendix 2 provides an example of an error message. The message explainswherethe error in the deta
has occurred and for which year. Sdlect “Edit Data,” then sdect revenues, expenditures or expenditures
by chapter, as appropriate. Review the numbers you entered to make sure they correspond to the
numbersintheU0 1-12. If you find an error, correct the number. If you do not find any dataentry errors,




the problem may be with the totals in the W0 1-12. This can occur due to rounding. Finding rounding
errors will be difficult and tedious. In this case you may have to return to the origind numbers in your
accounting recordsto find the problem. Onceyou believe you havelocated and corrected the error, press

“Hnid” to return to the “Enter Data’ sheet and press “Close.” If the error has been corrected, the
message will not appear.




